Joane RA2 [0-Q

SOUTHWESTERN BELL TELEPHONE COMPANY
NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED)

GENERAL - Southwestern Bell Telephone Company (Telephone Company) is

adjustments necessary for adoption of new acc ting standards)
necessary to present fairly the results f he interim periods shown.
Certain information and footnote disc ures normally included in
financial statements prepared in age©rdance with generally accepted
accounting principles have bee ondensed or omitted pursuant to such
SEC rules and regulations. anagement believes that the disclosures
made are adequate to ma the information presented not misleading.
Certain reclassificag#ions have been made to the 1992 condensed financial
statements to ¢ orm with the 1993 presentation. The results for the
interim perjefis are not necessarily indicative of results for the full
year. financial statements contained herein should be read in
conijuriction with the financial statements and notes thereto included in
® Telephone Company‘s 1992 Annual Report on Form 10-K.

CHANGES IN ACCOUNTING PRINCIPLES - Effective January 1, 1993, the
Telephone Company adopted Statement of Financial Accounting Standards
No. 106, "Employers‘’ Accounting for Postretirement Benefits Other Than
Pensions” (Statement No. 106}, and Statement of Financial Accounting
Standards No. 112, "Employers’ Accounting for Postemployment Benefits”
(Statement No. 112), which require accrual of certain actuarially
determined benefits as the benefits are earned or at the occurrence of
an event that renders an employee inactive. Previously, these benefits
were expensed as claims were incurred. The Telephone Company recognized
the effect of the accumulated benefit obligation as a one-time charge to
first quarter net income of $1,840.8 million, including a deferred tax
benefit of $1,009.1 million. A regulatory asset associated with the
accumulated benefits was not recorded by the Telephone Company as the
timing and extent of recovery within the ratemaking process is
uncertain. For the six months ended June 30, 1993, postretirement
benefits recorded under Statement No. 106 were $119.4 million, or
approximately two times the expense under the claims incurred method.
The adoption of Statement No. 112 did not materially affect ongoing
postemployment benefit expense.

Telephone Company also adopted Statement of Financial Accounting

No. 109, "Accounting for Income Taxes" (Statement No. 109),
effective ry 1, 1993, which requires the use of the liability
method to calcula eferred income taxes. The Telephone Company
recorded a $431.4 milli t reduction in its deferred tax liability,
which was substantially offse the establishment of a net regulatory
liability. The cumulative effect o ting Statement No. 109 was to
decrease net income for the first six mont 1993 by $8.6 million.
Absent any change in statutory income tax rates O ws, management does
not expect the adoption of Statement No. 109 to materia affect
ongoing income before extraordinary loss and cumulative effec
changes in accounting principles.
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management'’'s Discussion and Analysis of Results of Operations.

RESULTS OF OPERATIONS (continued)

The Telephone Company'’s total operating expenses in the second quarter
first six months of 1993 were $1.5 billion and $3.0 billion, respeci&¥ely.
The changes in total operating expenses in the second quar and first six
months of 1993 from the comparable periods in 1992 consi of the following

increases by expense component (dollars in

Six-Month Period

Cost of services and products -8 4.5 0.7% $ 27.2 2.3%
Selling, general and administ ive 34.1 7.8 7.3 0.8
Depreciation and amortizat4ion .7 0.2 24.5 3.0

- $ 39.3 2.7% $ 59.0 2.0%

vices and products increased in the second gquarter and first
ths of 1993 due to demand-related increases in material and

ess expenses and annual compensation increases partially offset by
lower expenses for switching system software license fees.

Cost of
six

Selling, general and administrative expenses increased in the second
gquarter and first six months of 1993 compared to the same period of 1992
primarily due to the increase in postretirement benefits expense
required by the adoption of Statement of Accounting Standards No. 106,
"Employers’ Accounting for Postretirement Benefits Other Than Pensions”
(Statement No. 106) and increases in other operating taxes. Six-month
comparisons were also impacted by the recording in 1992 of a one-time
charge for an offer of pension enhancements and related benefits to
designated nonmanagement employees.

epreciation and amortization increased in the first six months of 1993
du imarily to a change in plant level and composition. Expense in
the seco uarter of 1992 was increased due to recognition of the
retroactive e t of the triennial represcription for the first six
months of 1992, the affecting second quarter comparisons. A
decrease in reserve defic ¢y amortization is also reflected in 1993

second quarter and first six-m results.
-
.

cent and 6.5 million or

Interest expense decreased $1.7 million or 1.6
f 1993, respectively.

3.1 percent in the second quarter and first six mont
The decrease was due primarily to the lower interest rate refinanced debt
and short-term commercial paper, partially offset by interest & nse
associated with the settlement of federal income tax audit issues in
second quarter of 1993.

- 10 -
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SOUTHWESTERN BELL TELEPHONE COMPANY

ITtem 2. Management’'s Discussion and Analysis of Results of Operations.
RESULTS OF OPERATIONS (continued)

Oother income decreased $18.3 million and $50.4 million in the second quart
and first six months of 1993, respectively. Lower interest rates reduce
interest income and the amount of interest during construction capitajfzed in
property, plant and equipment. Other income was also reduced by i eases in
legislative advocacy expenses in Texas. Six-month comparisons a also

income tax audit issues in the first quarter of 1992,
Federal income tax expense increased $4.3 million or 7 percent and

$17.4 million or 9.9 percent in the second quarter d first six months of
1993, respectively, due primarily to the increas@ in income before, income

Requlatory Developments:

Texas

On October 7, 1992, the fice of Public Utility Counsel (OPUC) filed a

petition for inquiry jfto the rates of the Telephone Company, alleging that

unforeseen and unu 1 events have occurred since the Texas Public Utility

Commission (TPUC) approved the incentive regulation agreement in

November 1990 OPUC alleged that the Telephone Company realized reductions

in its cost 6f service and increases in revenues, resulting in excess annual

earnings Of approximately $234 million, which the sharing mechanism failed to

capture. The Telephone Company filed a motion to dismiss on November 4,

199 On July 8, 1993, the TPUC issued an order granting the Telephone
mpany ‘s motion to dismiss the OPUC petition.

Postretirement Benefits Other Than Pensions

An order was issued by the Missouri Public Service Commission on January 12,
1993, which indicates that the Telephone Company should continue to account
for postretirement benefits for ratemaking purposes under the current cash
basis, pending further consideration of the issue. Hearings on the Statement
No. 106 issue concluded August 3, 1993, and a decision is expected in the
fourth quarter of 1993.

In December 1991, the Federal Communications Commission (FCC) issued an order
requiring all local exchange carriers to adopt Statement No. 106 effective
January 1, 1993, for interstate regulatory accounting and prescribed the
amortization method for recognition of the transition obligation. On June 1,
1992, the Telephone Company filed a Direct Case to urge the FCC to allow an
increase in the Telephone Company’s price caps for the incremental interstate
costs resulting from the accrual accounting required by Statement No. 106
(exogenous treatment). On January 22, 1993, the FCC issued an order denying

- 11 -



SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management’s Digcussion and Analysis of Results of Operations.
OPERATING ENVIRONMENT AND TRENDS OF THE BUSINESS (continued)
Requlatory Developments (continued):

exogenous treatment for these incremental costs stating that the local
exchange carriers had not met the burden of proof that these costs were
beyond their control. In February 1993, the Telephone Company joined with
BellSouth, Bell Atlantic, NYNEX, GTE, Rochester and SNET in appealing the
FCC’s January 22, 1993 order.

In its Annual Access Tariff Filing on April 2, 1993, the Telephone Company
requested exogenous treatment of the transition obligation. On June 23,
1993, the FCC released an order deferring a final decision on interstate rate
recovery of Statement No. 106 costs until certain issues are investigated in
more detail. The order allowed the Telephone Company’s filed rates, which
include a portion of the transition obligation, to go into effect on July 2,
1993, subject to refund of amounts under investigation, plus interest, should
the FCC conclude that recovery is not warranted.

Management cannot estimate the ultimate timing and extent of expense
recovery for accrued postretirement benefits at this time.

cess Competition

Oon Au t 3, 1993, the Federal Communications Commission (FCC) adopted an
order, h is expected to be finalized and released within a month,

tain local exchange carriers (LEC), including the Telephone
Company, to progide expanded interconnection for switched access transport
services. The ordqr permits independent parties to physically collocate
their equipment with the LEC’s central office, and interconnect their own
transmission facilities™o a LEC’s network. This will facilitate other
parties’ ability to compet® with the Telephone Company for the transport of
typical telecommunications traffic between carriers‘ switching offices and
between large users’ locations. nder the order, LEC’'s will be allowed
additional flexibility in pricing petitive services. Tariffs are required
to be filed on November 18, 1993, to effective February 15, 1994.

The Telephone Company believes the order wi have a negative impact on
future interstate revenues; however, at this time, the Telephone Company is
unable to determine the extent of the impact on i future financial results.

Other Busjness Matters:

The Telephone Company’'s areas of operation in Missouri and Xangas have been
affected by severe flooding in July and August of 1993. Manage

a potential impact on third quarter net income of $10 million to $20 mil
A complete estimate of total costs involved is not possible until the
affected facilities can be physically examined.

- 12 -
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SOUTHWESTERN BELL TELEPHONE CCMPANY
NOTES TO CONDENSED FINANCTAL, STATEMENTS (UNAUDITED

POSTRETIREMENT BENEFITS (continued)

In March 1993, the Telephone Campany comtriluted $132.3 million into the
CBVEBAtruststoheultlmtelyusedforﬂxepaynentofposu'etlranaTt
benefits. The Telephone Campany also furds postretirement life
insurance benefits at an actuarially determined rate. Assets consist
principally of stocks and U.S. government and corporate bords.

Statement No. 106 requires certain disclosures to be made of campanents
of net periodic postretirement benefit cost ard a reconciliation of the
funded status of the plans to amounts reparted in the balance sheets.
Since the funded status of assets and ocbligations relates to the plans
as a whole, this information is not presented for the Telephone Campany.
'nleI\ele;lnmeOmpanyrecognlzedpostretJratentbenefltcostforﬁ)e
three months ended March 31, 1993, of $63.9 million. Under the claims
incurred method, expense would have been approximately $33 million. At
March 31, 1993, the amount included in postemployment benefit obligation
farpostretlremem: benefits was $2,649.4 million.

Certain actuarial assumptions were used by the Corparation to calculate
postretirement costs under Statement No. 106. The accumilated
postemployment benefit obligation (APBO) was determined using an assumed
discount rate of 7.5 percent, a rate of future compensation increases
of 4.6 percent, and an expected long-term rate of return on assets of
8.0 percent. The assumed medical cost trerd rate in 1993 is
approximately 12.0 percent, decreasing gradually to 6.0 percent by 2005,
prior to adjustment for cost-sharing provisions of the plan for active
and certain recently retired employees. The assumed dental cost rate in
1993 is 7.25 percent reducing to 5.5 percent in 2000. Raising the
anmual medical and dental cost trend rates by one percentage point would
increase net periodic postretirement benefit cost for the three months
ended March 31, 1993 by approximately 7.6 percent.

POSTEMPLOYMENT BENEFTTS - Effectlve Jamuary 1, 1993 the Telephone

ing for Postemployment Benefits" (Statement No. 112).
z es accrual of disability pay, workers’ campensation
animedlcalbeneflts theocctn'renceofaneve.rrtthatrerﬁersan

Statement of Income. g
112 will materially affect ongoing postemployment benefit expens
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management’s Discussion and Analysis of Results of Operations.

RESULTS OF OPERATIONS (contimued)

Selling, general and administrative expenses decreased in the first
quarter of 1993 campared to the same period of 1992 primarily due to the
recording in 1992 of a one-time charge for an offer of pension
enhancements and related benefits to designated nonmanagement atployees
Partially offsetting this decrease was the increase in

benefits expense required by the adoption of Statement of Accounting
Standards No. 106, "Employers’ Accounting for Postretirement Benefits
Other than Pensions" (Statement No. 106).

and by a change in plant level arxicazpos1t1m.
deficiency amortization is also reflected in 1993

1993 ard 1992.

The primary factor contri 'tothe$32 1 million or 111.8 percent
@creasemothernmne

e tax expense increased $13.1 million or 15.7 percent in the
of 1993 as campared to the same period of 1992 due primarily to

OPERATING ENVIRONMENT AND TRENDS OF THE BUSINESS
Requlatory Developments:
Postretirement Benefits Other than Pensions

The adoption of Statement No. 106 for ratemaking purposes is anmrently being
addressed by regulatory authorities in most of the Telephone Campany’s
jurisdictions.

An order was issued by the Missouri Public Service Comnission (MPSC) on
Jarmary 12, 1993, which indicates that the Telephone Campany should continue
to account for postretirement benefits for ratemaking purposes under the
current cash basis, pending further consideration of the issue. Hearings are
scheduled for July and August of 1993.
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SOUTHWESTERN BELL TELEPHONE COMPANY

Ttem 2. ’s Discussion and Analysis of Results of tions.

OPERATING ENVIRONMENT AND TRENDS OF THE BUSINESS (continued)
Requlatory Developments (continued):

The Arkansas Public Service Cammission (APSC) issued an order effective
March 25, 1993, adopting Statement No. 106 for ratemaking purposes and
allowing amnrtlzatlm of the transition obligation over a period of up to
20 years. 'nworderrequlresthatallpostz:etlreuentbenefltammts
recovered through rates be placed in an external trust, unless special

approval for internal funding is granted by the APSC.

On March 24, 1993, the Texas Public Utility Camission (TPUC) issued a ruling
allmrgﬂemlmcmpmxytoadcptaccr\nlammlrgforposuetmm
benefits, including the transition cbligation. If the accrual method is
elected, autllltylszequlredtobegmreoordlngexperseupmadoptlm,
will not receive rate recognition until its next rate case. The transition
obligation is to be amortized over a 20-year period. The ruling requires
that postretirement benefit amounts recovered through rates be placed in an
irrevocable external trust.

In December 1991, the Federal Commmications Cammission (FCC) issued an order
requiring all local exchange carriers to adopt Statement No. 106 effective
Jamary 1, 1993, for interstate regulatory accounting and prescribed the
amortization method for recognition of the transition obligation. On June 1,
1992, the Telephone Company filed a Direct Case to urge the FCC to allow an
msemﬂaeﬁleﬁmcmpanysprwempsforﬂemtalmterstate
costs resulting fram the accrual accounting required by Statement No. 106
(exogenous treatment). On Jamuary 22, 1993, the FCC issued an order denying
exogenous treatment for these incremental costs stating that the local
exchange carriers had not met the burden of proof that these costs were
beyond their control. In February 1993, the Telephone Campany joined with
BellSouth, Bell Atlantic, NYNEX, GTE, Rochester and SNET in appealing the
FOC’s January 22, 1993 arder denying exogenous treatment of the incremental
interstate costs.

In its Annual Access Tariff Filing on April 2, 1993, the Telephone Campany
requested exogenous treatment of the transition obligation. This filing is

pending.
Management cannot estimate potential expense recovery, if any, for accrued
postretirement benefits at this time.
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Dollars in Millions

Starting in 1990, the Telephone Company‘s match of employee

contributions is being fulfilled with the Corporation’s common sto
allocated from two leveraged Employee Stock Ownership Plans and
purchases of the Corporation’s stock in the open market. The Cosgts
relating to these savings plans were 548.6, $53.5 and §57.41n 1992,
1991 and 1990, respectively.

Voluntary Retirement Programs In 1991, the Corporagfon amended the
pension plan for management employees and offered Ancentives for
managers of selected subsidiaries, including t Telephone Company, to
retire or resign effective December 30, 1991 Approximately 3,500
managers participated in the program in 1 . Plan assets were
designated for the settlement of the pepfion obligations of those
managers who elected to receive thei enefits in lump sum amounts.
The voluntary management retiremenp”program resulted in a charge to
1991 net income of approximately~ 528 for the Telephone Company.

agreement with the Communications

lephone Company offered a limited early

nated nonmanagement employees. Five years were
added to employees’' 4ge and net credited service to determine service
pension eligibilipy¢. Eligible employees who elected to participate in
the plan had thrfee years added to their actual age and service for
computation pension amounts, received pension band increases ranging
from 3 pepeent to 9 percent, depending on their age, and a pension
suppl t ranging from 5 percent to 25 percent, based upon years of

i Approximately 1,200 nonmanagement employees participated in
offer. The plan resulted in a first-quarter 1992 charge to net
come of approximately $24.

As a result of a March 199
Workers of America, the
retirement plan to desi

Postretirement Benefits The Telephone Company provides certain
madical, dental and life insurance benefits to substantially all
retired employees. Retiree health care benefits are recognized as an
expense as claims are incurred. Life insurance benefit costs are
actuarially determined and are accrued and funded annually over the
employees’ active working lives. In 1992, 1991 and 1990, the cost of
providing these postretirement benefits was $102.6, $95.1 and §$85.0,
respectively.

Bffective January 1, 1993, the Telephone Company will be required to
adopt Statement of Financial Accounting Standards No. 106, "Employers’
Accounting for Postretirement Benefits Other Than Pensions”™ (Statement
No. 106). Statement No. 106 requires accrual of actuarially determined
postretirement benefit costs as active employees earn these benefits.

It is the intent of the Telephone Company, in implementing Statement

No. 106, to recognize immediately a reduction in net income for the
accumulated obligation for postretirement benefits, net of the fair value
of plan assets (transition obligation). Management currently estimates
the transition obligation to be between $2,600 and $3,000, with a
related deferred income tax benefit between $900 and $1,100.

30
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Dollars in Millions

In addition to the transition obligation, management estimates that
recurring annual expense will be approximately two and one-half times
the amount recognized in 1992. As the timing and extent of expense
recognition within the ratemaking process in the Telephone Company’s
regulatory jurisdictions are uncertain, the future net income impact
of Statement No. 106 cannot be determined.

ostemployment Benefits In November 1992, the Financial Accounting
andards Board (FASB) issued Statement of Financial Accounting
Stapdards No. 112, "Employers‘’ Accounting for Postemployment Benefits”
(Stagement No. 112). Statement No. 112 requires accrual of

loyment benefits at the occurrence of an event that renders an
inactive or, if the benefits ratably vest, over the vesting
nder its benefit plans, the Telephone Company provides

rying levels of disability pay, workers’ compensation and
its under specified circumstances. Statement No. 112

by January 1, 1994, although earlier adoption is

employees
medical ben
must be adopt
permitted.

The Telephone Compdpy intends to adopt Statement No. 112 on January 1,
1993, and estimates tYhat a liability of approximately $100, with a
related tax benefit of\ approximately $35, will be accrued for existing
postemployment benefit ligations at that time. Ongoing expense,
which will vary accordind, to actual claims experience, cannot be

LN

determined currently. S
3. Income Taxes \
N\,
The components of income tax exgquf are as follows:
1992 1991 1990
Federal:
Current $472.8 $423.8
Deferred--net (69.5) (13.7)
Amortization ot ‘
investment tax_credits (72.0)\ (86.7) (88.1)
316.7 \__ 316.6 322.0
State and local:
Current 42.2 34.2 30.8
Deferred--net 1.7 {(.5) (2.5)
43.9 3:~7 28.3
Total S 360.6 $ 350. - $ 350.3

The components of deferred federal income tax expense are ¥{8 follows:

1992 1991 990
Depreciation S (23.7) $ (62.5) $ 1N.9
Employee benefits (70.0) 3.8 (3.%Q)
Other--net (7.0) (10.8) (28.1
Total S (100.7) S (69.5) ${13.7)
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Jellars in Millions
strengthen the emplovee's Z:nancial security at retirement Dy
providing an incentive to save and invest regularly. Under the

savings plans, the Telephone Company matches a stated percentage
eligible emplovee contributions, subject to a specified ceilin
Starting in 1990, cthe Telepnone Companv's match of employee
contributions is being fulfilled with the Corporation’s comMfon stock
allocated from two leveraged Employee Stock Ownership Plags and from
purchases of the Corporaticon’s stock in the open market The costs

relating to these savings plans were $532.5, $57 4 and 443.5 in 1991,
2990 and 1989, respectively.

Voluntary Retirement Program

In September 1991, the Board of Directors of A£he Corporation approved
terms of a voluntary retirement program for/management employees of
the Corporation and selected subsidiariess including the Telephone
Company, As an incentive for managers @0 retire or resign effecrive
December 30, 1991, special retirement Aenefirs were offered to
managers in the form of a five-vear,/ 15 percent supplemental pension
benefit and a lump-sum payment op

s management pension plan to provide
al five vears of age and service for
purposes of computing a frfzen level of pension benefit. This level
of benefit is available Xo management employees until the frozen
benefit is exceeded by/a pension benefit calculated using an
employee’'s actual agg/and service. Managers whose combined years of
age and service togéled 65 on December 30, 1991, became eligible for
an immediately pg¥able service pension.

The Corporation also amended
all managers with an additi

ents, special retirement benefits, partial plan
and partial plan settlements did not result in a

significa impact on pension cost for 1991. Plan assets were
designapéd for the settlement of the pension obligations of
those Alanagers who elected to receive their benefits in lump-sum

The voluntary retirement program, in its entirety, resulted
a fourth quarter charge 2 net income of approximately $28 for the
lephone Company

Postretirement Bunefits

The Telephone Company also provides certain medical, dental and life
insurance benefi:s to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefit costs are actuarially determined and
are accrued and funded annually over the employees' active working
lives. In 1991, 1990 and 1989, rhe cost of providing these
postretirement benefits was $95.1, $85.0, and $72.4, respectively.

In December 1990, the Financial Accounting Standards Board (FASB)

issued Statement of Financial Accounting Standards No. 106, "Employers'’
Accounting for Postretirement Benefits Other Than Pensions” (Statement
No. 106). Statemenu No. 106 requires benefit costs to be recognized

on an accrual basis as benefits are earned by employees, and is required
to be implemented by 1993, although earlier adoption is permicted.

The Telephone Company's expected date of adopting the statement has

not been determined.
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In implementing the statement, an employer mayv immediately recognize
the accumulated obligation for postretirement benefits at the date of
implementation or amortize the amount over a period not to exceed

the greater oI the average remaining service period of plan
participants or 20 years. Management estimates its accumulated
obligation for postretirement benefits to be between $2,600 and
$3,000. The Telephone Company is currently evaluating the
alternatives “or recognizing this obligation.

The Telephone Company has completed a preliminary analysis of the
statement. While the postretirement benefit expense increase may be
material, a specific estimate cannot be made at this time. The
magnitude of the financial statement impact depends on the
implementation option chosen. level of expense recognition within the
ratemaking procecss NG <¢rtain revenue-snaring agreements in the
Telephone Company’s regulatory jurisdictions, as well as the
possibility of amendments to the Telephone Company’'s postretirement
benefit plans Based upon the preliminary analysis, however, the
Telephone Company anticipates that Statement No. 106 will increase
this annual expense by approximately two to three times the amount
reflected under the current method of accounting.

Income Taxes

Theé\ components of income tax expense are as follows:

AN 1991 1990 1989
Federal:
Current $472.8 $423.8 $402.9
Deferred-ne (69.5) (13.7) (8.2)
Amortization investment
tax credits (86.7) (88.1) (98 . 8)
N 316.6 322 .0 295 .9
State and local: ‘\\\
Current 34.2 30.8 24 .3
Deferred-net \\\ (0.5) (2.5) 5.5
AN 33 7 28 3 29 .8
Total N $ 3503 53503 & 325.7
<
S
The components of deferred federal {kbqtf tax expense are as follows:
19% 1990 1989
Depreciation S (62. $ 17.9 $(11.1)
Other-net (7.0) (31.6) 2.9
Total S (69.5) ‘%433.7) $ (8.2)

The Telephone Company does not provide deferred income\gaxes if its

regulated rates to customers are based on taxes currentl
("flow-through” ctreatment). The amounts of income tax timd
differences for which deferred tax liabilities have not been
were approximately $382.5, $450.7 and $522.3 at December 31, 1
1990 and 1989, respectively. The timing differences accorded
flow-through treatment result principally from portions of allowanc
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management's Discussion and Analysis of Results of Operations,

CONTINUED

Access Competition (cont'd,)

The Telephone Company filed its comments on the NPRM with the FCC on
August 6, 1991, and reply comments on September 20, 1991. 1In i
the Telephone Company noted that demand for switched and s al access is
interdependent. The Telephone Company urged the FCC t nsider and resolve
all related public interest impacts before adopti ny changes in either
switched or special access.

The Telephone Company believes that rules proposed in the NPRM will have
a negative impact on future revemdés. However, the amount and timing of the
impact cannot be assessed a final order which resolves numerous
questions is issued. Telephone Company urged the FCC not to adopt the
tentative conclusjer® which could significantly reduce Telephone Company
access revenuee” If the FCC were to adopt its NPRM in a manner consistent
with its posal, that action could, given certain assumptions, reduce total
Te Company access revenues by as much as $332 million to $696 million
€r the first five years under the new rules.

Accounting for Postretirement Benefits Other than Pensions

As previously discussed on page 24 of the Telephone Company's 1990 Annual
Report on Form 10-K, the Financial Accounting Standards Board issued
Statement No. 106, "Employers' Accounting for Postretirement Benefits Other
than Pensions™ (Statement No. 106) in December 1990. Statement No. 106 will
change the manner in which the Telephone Company accounts for postretirement
benefits by requiring expense to be recognized on an accrual basis as
benefits are earned by employees. Currently, expense is recognized on a cash
basis as claims are incurred. Adoption of Statement No. 106 is required on
or before January 1, 1993.

On September 20, 1991, the Telephone Company filed with the FCC its
notification of intent to adopt Statement No. 106 for interstate regulatory
accounting purposes effective January 1, 1993. This notification requests
that the FCC incorporate Statement No. 106 into its Uniform System of
Accounts. Approval of a change in accounting standard will take place
automatically 90 days after the filing of the notification of intent unless
the FCC informs the Telephone Company to the contrary. Should the FCC deny
the Telephone Company's request, a Notice of Proposed Rulemaking may be
issued. All major local exchange carriers are required to make similar
filings with the FCC for adoption of significant accounting changes. The
Telephone Company's filing with the FCC does not preclude the Corporation
from adopting Statement No. 106 prior to January 1, 1993.

The magnitude of the financial statement impact of adoption of Statement

No. 106 depends on the level of expense recognition within the ratemaking
process and certain revenue-sharing agreements in the Telephone Company's
regulatory jurisdictions as well as the possibility of amendments to
_postretirement benefit plans. Because of these uncertainties, management is
unable to reasonably estimate the financial statement impact of adopting
Statement No. 106 at this time
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0~k 1990 Annual
Dollars in Millions

made to the pension trust in excess of its cumulative amount of
pension cost recognized was $501.5 and $432.4, respectively.
actuarial valuations of each plan, the fair value of each
assets exceeded their estimated actuarial projected be
at December 31, 1990 and 1989.

it obligation

The projected benefit obligations for 1990 and A989 were determined
using a discount rate of 7.5 percent and a pgfmposite rate of
compensation increase of 6.7 percent.

Substantially all employees are elig€ible to participate in voluntary
savings plans sponsored by the rporation which are designed to
strengthen the employee'’s fipdncial security at retirement by
providing an incentive to &ave and invest regularly. Under the
savings plans, the Tel one Company matches a stated percentage of
eligible employee c ributions, subject to a specified ceiling.
Starting in 1990 e Telephone Company’'s match of employee
contributions #§ being fulfilled with the Corporation’s common stock
allocated m two leveraged Employee Stock Ownership Plans and from
of the Corporation’s stock in the open market. The costs
g to these savings plans were 557 4, $43.5 and $38.1 in 1990,
19 and 1988, respectively.

The Telephone Company also provides certain medical, dental and life
insurance benefits to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefits costs are actuarially determined
and are accrued and funded annually over the employees’ active working
lives. 1In 1990, 1989 and 1988, the cost of providing these
postretirement benefits was $85.0, $72.4 and $73.9, respectively.

In December 1990, the Financial Accounting Standards Board ("FASB")
issued Statement of Financial Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits Other Than
Pensions" ("Statement No. 106"). Statement No. 106 requires benefit
costs to be recognized on an accrual basis as benefits are earned by
employees, and is effective beginning in 1993, although earlier
adoption is permitted. The Telephone Company'’s expected date for
adopting the statement has not been determined.

In implementing Statement No. 106, an employer may immediately
recognize the accumulated obligation for postretirement benefits at
the date of implementation or delay the recognition over a period not
to exceed the greater of the average remaining service period of plan
participants or 20 years. A choice between these alternatives is
currently under study by the Corporation.

The increase in expense from implementing Statement No. 106 may be
material: however, a current estimate is not available. The extent of
the expense increase is influenced by the level of expense recognition
within the ratemaking process and certain revenue-sharing agreements
in regulatory jurisdictions of the Telephone Company.
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Management’s Discussion and Analysis. continued

Dollars in millions except per share amounts

$100.6 effective September 1992 (of which $24.5 relates t
wide-area calling plans which had already been imple-
mented when the order was issued. and $7.4 relates to
expanded wide-area calling plans implemented durin
1993 through March 1994), par-
tially offset by a positive annual
revenue adjustment of $7.8 to
compensate the Telephone
Company for its investment of $84
over the next five vears for network
modernization. The order would also
lower the allowed return on equity from 14.2
12.20 percent. In addition, the order denies r¢covery of
depreciation expense associated with certaif network
assets and changes the regulatory method #f accounting
for pension expense. These actions could fesultin a
maximum one-time reduction in net incgme of approxi-
mately $36.
In September 1992, the Telephone C¢mpany appealed to
the Oklahoma Supreme Court which glispended the effec-
liveness of the entire order pending ffnal disposition. This
appeal is still pending.
The Telephone Company is confesting all aspects of the
OCC’s actions. Although it is unabfe to predict the outcome
of the proceeding at this time, mgnagement helieves that
the OCC-ordered refund of revgnues collected before
the date of the OCC’s August 192 order is illegal under
Oklahoma law, and will be oyerturned by the Court. The
Court may require the Teleghone Company to implement
some portion of the annualfrate reductions indicated in
the OCC order. Managemgnt is unable to determine the
outcome of the remaining portions of the OCC order.
Ultimate resolution of the entire OCC order is not expected
10 have a material impgct on the Corporation’s financial
results.
In 1986, the OCC nhade an inquiry into the effects of
the Tax Reform Act 6f 1986 on the Telephone Company.
As a result, in Octoper 1989, the OCC concluded that the
Telephone Compgny had a revenue surplus of $27.5, and
required the Tel¢gphone Company to invest this surplus.

one Company. In December 1991, the Court
e portion of the OCC’s decision that required the

k upgrades. The Court also determined that the
finding of a depreciation reserve deficiency was
not fupported by substantial evidence and that the OCC’s
treptment of employee severance pavments and cash
rking capital analysis was inappropriate. The OCC
Was not reconsidered the remand issues. A prehearing

/a3 Anaual Report

conference has been scheduled for April 1994. Althou
the final outcome of the OCC’s reconsideration is uncgr-
tain at this time, management does not expect the dgci-
sion to have a material future impact on the Corpoyation’s
financial results.

Texas The Telephone Company has completed the
third year of its four-year incentive regulation agreement
{the Agreement), which was approved by the
November 1990. Under the terms of the Agre
Telephone Company has agreed, over a fo
ending November 29, 1994, to cap certain lgcal rates, pro-
vide annual rate reductions and other bengfits to cus-
tomers in Texas, and upgrade the netwoyk at a cost of
approximately $329. Rate reductions andl customer bene-
fits for 1991 were approximately $246 /Additional rate
reductions of $34 and $21 were implgmented in 1992 and
1993, respectively, and additional rgte reductions of
approximately $146 will be implerented in 1994.

The Agreement also provides gh earn-
ings-sharing mechanism designgd to
encourage efficiency and innoyation
by the Telephone Company.
Revenue sharing amounts fo
1991 and 1992 were refundgd
o customers in 1993, witlyno
material impact on the
financial results. Management expects that
sharing for 1993, if ang, will be minimal.

In 1991, the Agreefment was appealed through the
courts, and, in Febyhary 1993, the Texas Court of Appeals
(Appeals Court) upheld the Agreement, but found that the
TPUC incorrectly applied laws on the treatment of federal
income tax bengfits related to disallowed expenses and
directed the mpfatter back to the TPUC for resolution. In
August 1993 Ahe Telephone Company and opposing inter-
venors filedfappeals in the Texas Supreme Court, and the
matter is pgénding.

In Octgber 1992, the Office of Public Utility Counsel
{OPLIC)Ailed a petition for inquiry into the rates of the
Telephbne Company, alleging that the Telephone Company
had rfalized excess annual earnings of approximately
$234 which the sharing mechanism failed to capture. The
TeJephone Company filed a motion to dismiss in November
1992. In July 1993, TPUC granted the Telephone Company’s
Jhotion to dismiss.

Postretirement Benefits Other Than Pensions The adop-
lion of Statement No. 106 for ratemaking purposes has
been addressed by regulatory authorities in most of the
Telephone Company’s state jurisdictions. See Note 2
to the financial statements for additional information
on Statement No. 106. Texas and Arkansas, through
commission order, and Kansas, through stipulation and
commission order, have agreed to accrual accounting
for postretirement benefit expenses, with some funding
requirements. In Missouri, the MPSC has ordered
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continued pay-as-you-go treatment for postretirement
benefit expenses. The Telephone Company intends to
appeal this order. In Oklahoma, the OCC has not ruled on
the issue, although OCC staff has recommended accrual
accounting for postretirement henefit expenses, with
some funding requirements.

An FCC order issued in December 1991 required all
local exchange carriers to use the amortization method
for recognition of the transition benefit obligation. In June
1992, the Telephone Company asked the FCC for the
ability to increase its price caps to take into account the
incremental interstate costs resulting from the accrual
accounting required by Statement No. 106 (referred to as
exogenous treatment). In January 1993, the FCC issued an
order denying exogenous treatment for these incremental
costs, but did not preclude the seeking of exogenous treat-
ment of the transition benefit obligation in a separate
filing in 1993. In February 1993, the Telephone Company
joined with other local exchange carriers in an appeal of
the January 1993 FCC order. In April 1993, the Telephone
Company filed tariffs with the FCC requesting exogenous
treatment of the transition benefit obligation. In June 1993.
the FCC allowed the proposed rates to go into effect on
July 1, 1993, subject to further investigation which could
result in future refunds for all or part of the amount
attributable to the transition benefit obligation. Potential
refunds are currently being accrued hy the Telephone
Company; however, any future refunds are not expected
to have a material impact on the Corporation’s financial
results,

. Regulatory and court decisions have expanded
ber of alternative service providers offering

ingly, the Corporation faces increasing
ificant portions of its business.

interexchange carriers, ceNular providers, resellers and
providers of telecommunicatiQns equipment. CAPs typically
build fiber optic “rings” throughgut large metropolitan
areas to provide transport serviceM(generally high-speed
data) for large business customers Agd interexchange
carriers. Also, an increasing number & individual firms,
particularly large business customers, haye established
their own private network systems to transyit voice and
data, bypassing Telephone Company facilities, The extent
of the economic incentive to bypass the local eX¢hange
network depends upon local exchange prices, ac
charges, regulatory policy and other factors. End us
charges ordered by the FCC are designed to mitigate
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effect of system bypass.

Recent regulatory rulings have sought to expand com-
paition for special and switched access services, Special
accpss refers to a dedicated transmission path, used
prim@arily by large business customers and long-distance

C released an order requiring large local

iers, including the Telephone Company, to

itting independent parties to physically col-
locate (i.e., lokate) their equipment within local exchange
carrier central‘pffices for purposes of providing certain
special access s§rvices. Local exchange carriers were
also required to Work out virtual collocation agreements
for central offices\where there is insufficient space for
physical collocatio. Virtual collocation involves a set of
technical and pricing rules intended to position the inter-
connector as if its eqiipment were located in the central
office. Tariffs were fil&d in February 1993, and became
effective in June 1993. {n November 1992, the Telephone
Company joined with 1A local exchange carriers in a peti-
tion filed with the FCC tdstay the physical collocation
requirement, and also fileyl a separate petition to stay the
virtual collocation requiren\ent. After denial of the petitions,
the Telephor. “ompany andseveral other local exchange
carriers filed an appeal with tRe U.S. Court of Appeals for
the District of Columbia Circuf. Oral arguments were
presented in February 1994.

In September 1993, the FCC rgleased an order essen-
tially imposing the same collocathpn requirements for
switched access transport services\as for special access
services. In November 1993, the Te\ephone Company
and other local exchange carriers filed an appeal of that
order as well. Switched access transpyrt collocation tariffs
were filed in November 1993, and becyme effective in
February 1994.

State regulatory commissions are also\addressing issues
pertaining to CAPs. In Texas, the TPUC was asked to
determine whether CAPs must first obtain\a certificate
of convenience and necessity before providing certain
intrastate services. In response, the TPUC addpted a change
to the definition of local exchange service thatyvould allow
CAPs to provide certain intrastate services withdut specific
TPUC approval. The Telephone Company is appealing this
decision. In February 1993, the TPUC denied a pa&tition
filed by a CAP seeking intrastate collocation, rate
unbundling and the elimination of resale restrictiogs
in Telephone Company tariffs, and indicated it wo
address these issues in separate proceedings. In MisSpuri,
(APs are permitted to provide certain services, includipg
special access and interexchange and intraexchange
private line services, upon a showing of financial viabili




he Corporation’s objective in funding the plans. in
coribination with the standards of the Employee

1993 1992 1991

during the peri $ 1311 31265 § 116.0
Interest cost on prijected

benefit obligation 428.3 399.5 382.8
Actual return on plan\assets (1,019.9) (312.0) (1,545.1)
Other—net 498.7  (139.8) 988.5

Net pension cost (credi§ 5 382 $ 742 § (578)

Amount capitalized in prdperty,
_plant and equipment

$ 15§ 15 5 (55

Corporation’s Consoli
December 31:

Fair value of plan assets $7 507. 9 $6.970A 2
Less: Actuarial present value of projdcted

benefit obligation 6,319154 5;7_7:2:2
Plan assets in excess of projected bendit obligation 1,188.4 1.198.0
Unrecognized prior service cost 785.5 7446

(867.4) (591.1)
(649.3) (9307

S 257.2 § 4208

Unrecognized net gain
Unamortized transition asset

Prepaid pension cost

Significant assumptions used l;\nevelopmg pension
mformauon mclude

1993 1992 1991

Assumed discount rate for determining
projected benefit obligation
Assumed long-term rate of return
on plan assets 8.
Assumed composite rate of
compensation increase 4.6%

25% 75%  7.5%
80% 775%

46%  46%

.t is mea-
interest

mula to previously rendered employee servi
sured based on assumptions concerning futu

experience differ from the actuarial assumptio
benefit obligation will be affected.

The actuarial estimate of the accumulated ben
ation does not include assumptions about future ¢
sation levels. The accumulated benefit obligation ad of
December 31, 1993, was $5,815.0, of which $5,197.8 Was
vested. At December 31, 1992, these amounts were
$5.324.1 and $4,804.2, respectively.
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December 1993 and 1992, under the provisions of
Sectdgn 420 of the Internal Revenue Code, the Corporation
transirred $123.9 and $114.3, respectively, in pension
assets Iy a health care benefit account for the reimburse-
ment of tgtiree health care benefits paid bv the
Corporatiog.

Supplemental Retirement Plans The Corporation also
provides senity and middle management employees with
nonqualified, uyfunded supplemental retirement and sav-
ings plans. The Aans allow employees to defer and invest
portions of their cogrent compensation for later payment,
and the Corporation\natches a percentage of the compen-
sation deferral according to thresholds specified in the
plans. Expenses related\to these plans were $66.8, $63.1
and $52.3 in 1993, 1992 agd 1991, respectively. Liabilities
of $483.4 and $412.9 relateN to these plans have been
included in other noncurrer\liabilities in the Corporation’s
Consolidated Balance Sheets & December 31, 1993 and
1992, respectively. ‘

Voluntary Retirement Pragrams\\s a result of a March
1992 agreement with the CommurKcations Workers of
America (CWA), the Telephone Comypany offered a limited
early retirement plan to designated ndpmanagement
emplovees which included incentives aecting service
pension eligibility and amounts. Approxikuately 1,200 non-
management emplovees participated in thlg offer. The
plan resulted in a charge to 1992 net incoméof approxi-
mately $24.

In 1991, the Corporation amended the pensi
for management employees and offered incenti
managers to retire or resign effective December
1991. Approximately 3,700 managers participated in
program in 1991. The voluntary management retirerm
program resulted in a charge to 1991 nef income of
approximately $30.

Postretirement Benefits The Corporation provides cer-
lain medical, dental and life insurance benefits to substan-
tially all retired employees. Effective January 1, 1993, the
Corporation adopted Statement of Financial Accounting
Standards No. 106, “Employers’ Accounting for Postretire-
ment Benefits Other Than Pensions” (Statement No. 106),
which requires accrual of actuarially determined post-
retirement benefit costs as active employees earn these
benefits. Prior to the adoption of Statement No. 106, the
Corporation expensed retiree medical benefits when
claims were incurred.

In implementing Statement No. 106, the Corporation
immediately recognized an accurmulated obligation for
postretirement benefits (transition obligation) in the
amount of $2,861.2 and a related deferred income tax
benefit of $1,013.4. The resulting 1993 charge (o net
income of $1,847.8, or $3.08 per share. is included in the
cumulative effect of changes in accounting principles in
the Consolidated Statement of Income.

In accordance with Statement No. 71, a regulatory asset
associated with the transition obligation was not recorded
by the Telephone Company.
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Notes to Consolidated Financial Statements. continued

Dollars in millions except per share amounts

Postretirement henefit cost is composed of the following
for the vear ended December 31. 1995

Life

- o Heaith Insurance Total
Service cost—benefits earned

during the period $ 431 $ 50 § 481
Interest cost on accumulated

postretirement benefit abligation (APBO) 212.3 193 2316
Actual return on assets (10.4) (17.8) (28.2)
Other—net 14 B0 B8
Postretirement benefit cost $246.4 $ 15 %2479

Expense recognized under the claims incurred method
would have been approximately $129.5 for 1993. In 1992
and 1991, the cost of providing these postretirement
benefits was $104.9 and $97.2, respectively.

In connection with the 1992 collective bargaining agree-
ments negotiated hetween subsidiaries of the Corporation
and the CWA, the Corporation established collectively
bargained Voluntary Employee Beneliciary Association
(CBVEBA) trusts to fund postretirement benefits. {n March
1993, the Corporation contributed $135.5 into the CBVEBA
trusts to be ultimately used for the payment of postretire-
ment benefits. The Corporation also funds postretirement
life insurance benefits at an actuarially determined rale.
Assets consist principally of stocks and 11.5. government
and corporate honds.

The following table sets forth the plans’ funded status
and the amount included in postemployment benefit
obligation in the Corporation’s Consolidated Balance
Sheet as of December 31, 1993:

T
Health Vlgsurance Tota{

Retirees $17859  $166.9 $19528
Fully eligible active pian participants 2418 19.6 261.4
Other active plan participants 8004 859 8863
Total APBO 28281 2724 3,1005
Farvaue of panassets  (1459)  (2066) (4425)
APBO in excess of plan assets 26822 (24.2) 2.658.0
Unrecognized net gain (loss) - 14‘1] - Lﬁ:?,)‘_w 1 gft_.S
Accrued {prepaid) postretirement benefit $28239 §(311) $2,7928

The APBO was determined using an assumed discount
rate of 7.25 percent, a rate of future compensation increases
of 4.6 percent, and an expected long-term rate of return on
plan assets of 8.0 percent. The assumed medical cost trend
rate in 1994 is approximately 10.5 perceni, decreasing
gradually to 5.5 percent in 2004, prior to adjustment for
cost-sharing provisions of the plan for active and certain
recently retired employees. The assumed dental cost rate
in 1994 is 7.0 percent reducing to 5.0 percent in 2002.

The discount rate used in determining the postretirement
benefit cost is 7.5 percent. Raising the annual medical and
dental cost trend rates by one percentage point increases
the APBO as of December 31. 1993 by $206.4 and the net

periodic postretirement benefit cost for the year ended

December 31, 1993 by approximately $18.5.

Postemployment Benefits Under its benefit plans, the
yrporation provides employees varying levels of disability

e expenses were previously recognized as

the claims wéye incurred. A charge to net income of $65.5,
or $.11 per shaye, after a deferred tax benefit of $36.1, is
included in the {umulative effect of changes in accounting
principles in the {993 Consolidated Statement of Income.
Management doej not anticipate that Statement No. 112
will materially affe§t ongoing postemployment benefit
expense.

3. Income Taxes
The Corporation addpted Statement of Financial
Accounting Standards N§. 109, “Accounting for Income
Taxes™ (Statement No. 109) effective January 1, 1993. In
adopting Statement No. 10Y, the Corporation adjusted its
net deferred income tax liaNility for all temporary differ-
ences between the carrying ajnounts of assets and liabilities
for financial reporting purposeg and the amounts used for
income tax purposes, compute§ based on provisions of the
enacted tax law. Financial statergents prior to January 1,
1993, have not been restated to apply the provisions of
Statement No. 109. The cumulativy effect of adopting
Statement No. 109 as of January 1, K393 was to decrease
net income for 1993 by $213.9, or $.3§ per share, resulting
primarily from the establishment of aleferred tax liability
associated with certain prior acquisitioNs not related to the
Telephone Company. The adoption of Stytement No. 109
had no material effect on pre-tax income.
As a result of implementing Statement

its deferred tax liability. This reduction was
offset by the establishment of a net regulato

net liability will be amortized over the regulatory livd
the associated assets. Future regulatory proceedings
affect the period in which these amounts are recognizéd
in net income.
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aArs in millions except per share amounts
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2. Emplovee Retirement Benefits

nsions Substantially all employees of the Corporation are

ered by noncontributory pension and death benefit plans. The
peikion benefit formula used in the determination of pension cost
d on a flat dollar amount per year of service according to job
tion for nonmanagement employees, and a stated percent-
justed career income for management employees.
rporation’s objective in funding the plans, in combination
dards of the Employee Retirement Income Security Act
ended), is to accumulate funds sufficient to meet its

pants. Plan assgts consist primarily of stocks, L'.S. government and
domestic corpordte bonds and real estate.
Net pension cdgt and certain assumptions are as follows:

\ w2 199 1990

Sarvice cost — benefits earngd during the period $1265 $ 1160 $ 995
Interest cost on projected bemfit obligation 398.5 382.8 3424
Actual return on plan assets (312.0) (1545.1) 149.9
Other — net (139.8) 988.5 (658.9)
Net pension cost (credit) g $ 742 § (578) $ (67.1)
Amount capitalized in property, pla%and equipment $ 115 § (65 §$ 67

“~sumed discount rate tor determininly pension cost 1.5% 7.5% 7.5%
imed long-term rate of return on plyn assets 8.0% 7.75% 7.5%

Lumed composite rate of compensatidp increase 4.6% 4.6% 6.7%

The following table sets fortl\the pension plans’ funded status
and amounts recognized as other\assets in the Corporation’s
Consolidated Balance Sheets as of Qecember 31:

\ 1992 1991

Fair vaiue of plan assets $6,970.2 $7,130.0
Less: Actuarial present value of projected bensfit oblijation 5,772.2 5,160.7
Ptan assets in excess of projected benefit obligation 1,188.0 1,969.3
Unrecognized prior service cost 744.5 437.2
Unrecognized net gain (591.1) (8073
Unamortized transition asset (830.7) (1,012.1)
Prepaid pension cost \ $ 4208 § 587.1

The projected benefit obligation is the act
all benefits attributed by the pension benefit fo

ial present value of

concerning future interest rates and employee co

benefit obligation will be affected.

The actuarial estimate of the accumulated benefit
does not include assumptions about future compensatioy levels.
The accumulated henefit obligation as of December 31, 1§82, was
$5,324.1, of which $4,804.2 was vested. At December 31, 1991,
these amounts were $4,988.9 and $4,479.6, respectively.

In December 1992, under the provisions of Section 420 o

Internal Revenue Code, the Corporation transferred $114.
m pension assets to a health care benefit account for the reim-
bursement of retiree health care benefits paid by the Corporati
during 1992.

pplemental Retirement Plans The Corporation also provides
selor and middle management employees with nonqualified,
qded supplemental retirement plans. The plans allow
emploYges to defer and invest portions of their current compensa-
tion for Igter payment, and the Corporation matches a percentage

in the plans\Expenses related to these plans were $63.1, $52.3
D02, 1991 and 1990, respectively. Liabilities of $412.9

offered incentives for manalgrs to retire or resign effective
December 30, 1991. Approxirkately 3,700 managers participated
in the program in 1991. Plan as\gts of $864 were designated
for the settlement of the pension dpligations of those managers
who elected 10 receive their benefit\in lump sum amounts. The
voluntary management retirement pragram resulted in a charge
to 1991 net income of approximately $38
As a result of a March 1992 agreement Yyith the Communications
Workers of America, the Telephone Compayy offered a limited
early retirement plan to designated nonmanagement employees.

received pension band increases ranging from 3 perceiy to 8 per-
cent, depending on their age, and a pension supplement\angi
from 5 percent to 25 percent, based upon years of service. {
imately 1,200 nonmanagement employees participated in thh
offer. The plan resulted in a first-quarter 1992 charge to net
income of approximately $24.

Pastretirement Benefits The Corporation provides certain medi-
cal, dental and life insurance benefits to substantially all retired
employees. Retiree health care benefits are recognized as an
expense as claims are incurred. Life insurance benefit costs are
actuarially determined and are accrued and funded annually
over the employees’ active working lives. In 1992, 1991 and 1960,
the cost of providing these postretirement benefits was $104.9,
$97.2 and $89.6, respectively.

Effective January 1, 1993, the Corporation will be required
to adopt Statement of Financial Accounting Standards No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than
Pensions” (Statement No. 106). Statement No. 106 requires accrual
of actuarially determined postretirement benefit costs as active
employees earn these benefits.

It is the intent of the Corporation, in implementing Statement
No. 106, to recognize immediately a reduction in net income for
the accumulated obligation for pestretirement benefits, net of the
fair value of plan assets (transition obligation). Management
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